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Possibilities of Minimizing Federal Income Taxes 


under Existing Laws 
By ROBERT H. LEMON 


Certified Public Accountant, Eugene, Oregon 


My title implies that there is more than one way under 
existing laws to arrive at a proper tax. This is true, and the 
purpose of this paper is to explore some of the major 
avenues used in the business world to minimize Federal 
income taxes. In conclusion I shall inquire briefly into 
the desirability of the situation, and suggest certain 
changes. 


The Sixteenth Amendment to our Constitution, adopted 
in 1913, was the real beginning of income taxes in the 
United States. Progressive income taxes—that is, taxes 
at progressively higher rates as the income increases— 
have been in effect during the forty years since March 1, 
1913. The progressive feature is based on the theory of 
ability to pay. For example, it might be as easy for a man 
to pay 10 per cent out of his second $1,000 as it is for him 
to pay 5 per cent out of his first $1,000. At present a single 
man pays 91 per cent out of his first $1,000 over 5200.000 
annually, which might be pajd with ease except for the 
fact that $156.820 has already been extracted from the 
first $200,000. 

The problems of arranging transactions to accomplish 
a given economic result at the lowest tax cost occupy the 
time of thousands of men and has produced thousands 
of printed volumes. Collegiate curricula in accounting 
include courses on income tax, and schools of law require 
courses in the subject. Students are thus at least shown 
that complex problems exist, with more than one solution. 


Tax conferences are held throughout the country for the 
purpose of instructing tax planners, analyzing problems, 
exchanging views, and keeping up to date in a kaleido- 
scopic field. The Unive:si', of California, in cooperation 
with the California Society of Certified Public Account- 
ants, was forced to stop registrations for their Tax Ac- 
counting Conference in 1952 because of space limitations. 
New York University’s annual Institute on Taxation draws 
registrants from every state in the Union and from the 
territories. 


Many, if not most, major business transactions involve 
a choice of method. Suppose three men desire to go into 
business.-One has money, one has land with a building 
suitable for the enterprise, and one has skill in the activity. 
How should they proceed? They could form a partnership. 
They could form a corporation. The moneyed man could 
join with the skillful man in a partnership or corporation, 
and lease the land and building from the owner. The prop- 
erty owner could join with the man with funds in some form 
of organization and hire the skilled man. The possible 
reasonable combinations are endless. Each has its business 
reasons for and against, and each carries different tax 


consequences. It is this multiple choice in business that 
opens the way for the tax planner. Taxes have become a 
a major expense of business; and to choose a more ex- 
pensive method than your competitor has an even more 
adverse effect than paying more than competitive rent or 
more than competitive material or labor costs. 


The United States Circuit Court of Appeals, Second 
Circuit, has said, “Any one may so arrange his affairs that 
his taxes shall be as low as possible; he is not bound to 
choose that pattern which will best pay the Treasury; there 
is not even a patriotic duty to increase one’s taxes.”' The 
Supreme Court of the United States has said, “The legal 
right of a taxpayer to decrease the amount of what other- 
wise would be his taxes, or altogether avoid them, by 
means of which the law permits, cannot be doubted.” 


The existence of multiple choices and good business 
purpose other than tax saving is a requisite for the choice 
of a particular course. I repeat, there must be a good busi- 
ness purpose. The courts will not condone a devious route 
which accomplishes an end attainable by a direct route, 
where the only reason is tax reduction. Perhaps an ex- 
ample will illustrate how devious the routes can get, and 
how tax plans sometimes fail. Let us review the case of 


Robert M. Morgan.? 


Mr. Morgan owned 25 per cent of the stock of Field 
Co., a corporation. An estate owned the rest. The cor- 
poration had scattered interests, about 25 per cent of its 
property being devoted to the grain business. Mr. Morgan 
wanted the grain assets, so that he could continue the grain 
business and let the estate take the remainder of the assets. 
The estate was agreeable. But getting assets out of a cor- 
poration’s hands into those of its stockholders is normally 
a taxable transaction. So these transactions took place: 


(1) The Field Co. transferred its grain assets to a new 
corporation in exchange for all stock of the new corpora- 
tion, which we will call A. This transaction is normally 
tax free. 


(2) Mr. Morgan transferred his stock in the Field Co. 
to a new corporation in exchange for all stock of the new 
corporation, which we will call B. Another tax-free ex- 
change. 


(3) Corporations A and B merged, forming corpora- 
tion C, The requirements of a tax-free merger were care- 
fully followed. Stock of A and B was called in and ex- 
changed for stock of C. 





1 Helvering v. Gregory, 69 F. 2d 809. 
~ Gregory v. Helvering, 55 S.C. 267. 
* Morgan v. Helvering, 117 F. 24 334. 
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(4) C corporation then exchanged the stock it held 
in Field Co. for stock which Field Co. held in C corpora- 


tion. 


Each of these steps. if standing alone, is treated as a 
tax-free transaction. Put together, and for no purpose but 
tax reduction, it resulted in Mr. Morgan acquiring owner- 
ship of a grain business in exchange for his stock in 
Field Co. It also resulted in his being assessed a tax of 
$37,662.73, the same tax he would have paid had the 
transaction been handled directly. 

Three of the many possible approaches to reducing 
Federal income taxes under given circumstances will be 
discussed below. 


Capital Gains. Assuming good business purpose, one 
favorite field of tax saving is in using the long-term capi- 
tal-gains tax. For the individual, this means reducing the 
tax by at least one-half. A long-term capital gain may be 
defined, for our purposes. as a gain from the sale of an 
item in which the taxpayer does not ordinarily deal, and 
which he has held over six months. 


Sale of a capital asset where a profit is to be realized 
should always, if possible, be made after a six-months 
holding period, thus reducing the tax by at least one-half. 

The following example will illustrate one wrong way to 
handle a transaction. Max H. Barber and William L. Tay- 
lor.4 not dealers in land. held (for more than six months) 
an option to purchase certain land for $150,000. They 
found a prospect for the property at $200.000—a neat 
profit to them of $50,000. They gave the prospect an op- 
tion to buy the property from them. Both options were 
exercised—the prospect took up his option and Barber 
and Taylor took up theirs. They thus sold property which 
they had held only a few days. and incurred a full tax on 
their gain. Had they sold their original option for $50,000 
(it was transferable), the buyers could have exercised 
it and acquired the property at the same total cost. and 
Barber and Taylor would have at least cut their tax in half. 
How the transaction was handled made a tremendous dif- 
ference. 


It is sometimes possible to convert what would other- 
wise be ordinary income into a long-term capital gain, 
thus halving the taxable net. An individual merchant, 
operating as a single proprietor, who desires to sell his 
business. may have a stock of goods which he holds at a 
very low “tax cost.” To sell at a high price would result 
in ordinary income. since he is a dealer in the merchandise. 
But he can organize a corporation, pay for its stock with 
his store (no tax here), and sell the stock of the corpora- 
tion. Result—a long-term capital gain. 

A patent is ordinarily a capital asset, and an amateur 





+ Max H. Barber, William L. Taylor v. U. S., U. S. Dist. Court of 
Minn.. Fifth Div., nos. 1247, 1248, (June 29, 1953). 


2 


inventor can get capital-gain treatment if he sells his patent 
rather than licensing its use. This is true although the 
consideration may be paid in a manner that resembles 
royalties. 

There is no tax on the exchange of productive property 
for property of a similar type. It often pays to avoid such 
a tax-free trade, however, and pay a capital-gains tax, in 
exchange for future depreciation deductions. For example, 
if a truck is to be replaced and can be sold for more than 
book value, it may be either sold and a capital gain real- 
ized. or traded in on the new truck tax free. It is usually 
better to realize the capital gain rather than reduce the 
cost of the new truck by the untaxed gain on the trade. 
Future full deductions for depreciation are thus assured, 
in exchange for present half tax. 

Farmers with dairy or breeding cattle get the largest 
advantage from the capital-gains tax, for the full cost of 
raising such cattle is deductible from ordinary income, 
yet on sale only half the income may be taken into account. 

In rare instances. it may pay to abandon an item rather 
than sell it, to preserve a capital-gain situation. A Lane 
County. Oregon sawmill had an inadequate log carriage 
which had given trouble in the mill operation. It was re- 
placed with a proper carriage. The old one was salable, at 
a considerable loss. In the same year the taxpayer had 
sold two logging trucks at substantial gains. If sold, the 
carriage sale would have reduced the tax by 25 per cent 
of the loss on sale. If abandoned it would reduce the tax 
by 75 per cent of its book value. It was abandoned, and 
lies rusting in the canyon for revenue agents to see, if 
proof of abandonment is asked. 


Ordinarv income may sometimes be converted to capi- 
tal gains by selling well-assured expectations before real- 
izing them. An individual may secure a very favorable 
contract, not for personal services but for the manufacture 
of items. He has firm orders. assured sources of material 
supply. and a good labor-union contract. When the an- 
ticipated profits materialize, his tax may be prohibitive 
if he has substantial outside income. If he can sell under 
any of several plans, he may incur a long-term capital- 
gain tax of not to exceed 25 per cent. This may leave him 
with almost as much cash as if he had fulfilled the orders. 
Of course, he is out of business. 


Corporation profits when distributed as dividends are 
ordinarily fully taxable to the stockholder; and attempts 
to convert that type of income to capital gains have led 
to some litigation and legislation. Sale of a part of the 
stock creates a capital gain: but, if sold to the corporation, 
the transaction will usually be treated as a fully taxable 
dividend unless the stockholder sclls all his holdings. One 
apparently uncontested method of getting funds out of a 
corporation with a resulting capital-gains tax rather than 
a full tax is to sell portions of the stockholder’s stock to 
a pension or profit-sharing trust established by the corpor- 
ation for the benefit of its employees. The chief stock 
holder may be an employee. and in this capacity he may 
continue to receive the benefits of the corporation’s earn- 
ings through the trust. 

Compensation of valuable executives is a serious prob- 
lem because of taxes on high salaries. Various methods 
of giving compensation which will result in a capital-gains 
tax rather than a full tax have been developed. A new 
manager. brought in to salvage a sinking company, is 
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given a long-term option, subject to certain restrictions, 
to purchase stock in the company at its present low value. 
If his management is successful, the stock may rise in 
value and he can purchase (and ultimately sell if he 
wishes) valuable stock at the low option prices. 


Fragmentation of Income. A second avenue to tax 
reduction is the division of incomes among taxpayers. It 
is apparent that, with graduated rates, a given amount of 
income will carry a smaller tax to two taxpayers in the 
first bracket than to one taxpayer in the first and second 
bracket. The 1953 first bracket for individuals was $2,000 
taxed at 22.2 per cent and the second $2,000 at 24.6 per 
cent. The obvious thing for a single taxpayer with $4,000 
taxable income to do is to get married. The law permits 
calculation of the tax on a joint return to be made as if 
each taxpayer had one-half the income. Disregarding his 
wife’s personal exemption, he has saved 2.4 per cent of 
$2,000, or $48. As the income increases, the differences 
become substantial and then fabulous. For a taxpayer 
husband with an income of $10,000, the cash value of a 
wife (based on investment necessary to produce income 
equal to tax saving by reason of joint return) has been 
calculated as $41.360. In the case of a husband with a 
$309,000 income. his wife is worth $11,406,000. 

But if one wife can reduce a man’s taxes thus, wouldn't 
two wives be even better? That is not covered in the In- 
ternal Revenue Code, but children are often used to reduce 
the taxes of the family. A prosperous business man may 
give to his infant son the land and buildings in which his 
business operates. Then rent must be paid to Junior, in 
fair amount. You are building a fund to send him to col- 
lege, aren't you? This is it. The rent is deductible to the 
parent, at a relatively high tax rate—and taxable to the 
son, at a low tax rate. The division of income among mem- 
bers of a family has been extended to situations” wherein 
trusts for minor children have been recognized as partners 
with parents in a business venture requiring capital. The 
way now seems clear to make gifts in trust to minor chil- 
dren, then enter into partnership with the trusts. The more 
taxpayers, the more first and second brackets, the lower 
the total tax of the family. The gifts must be real, the 
business must require capital as an income-producing 
factor, and the division of income must be realistic. Ar- 
rangements of this kind should be entered into only with 
the best legal advice. and with continuing accounting po- 
licing. But they do save taxes. 

For the taxpayer without a large family, division of 
income among taxable units is still possible. A corporation 
is a taxable unit, and a single proprietor or a partnership 
can transfer the business, or a part of it, to a corporation 
in exchange for stock of the corporation. There is no tax 
on such a transaction. The corporation then operates the 
business, paying salaries to the former proprietors as of- 
ficers. The corporation is taxable on its net after all de- 
ductions (including salaries) and a new first bracket is 
obtained. There is, however, the problem of the corpora- 
tion making money in amounts greater than its current 
expansion needs, and the normal desire of stockholders for 
dividends. This results in a double tax on income; for 
the corporation is first taxed on its earnings, and then, 
when they are paid out to the stockholder. he is taxed. The 





5 Florence R. Miller, Sam H. Miller v. Commissioner, U. S. Court 
of Appeals, Sixth Circuit, nos. 11551, 11552 (March 19, 1953). 
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corporation is allowed no deduction for dividends paid. 
Dividends may be postponed for some time if, at the for- 
mation of the corporation, the stockholder contributes 
only part of his property to the corporation for stock, and 
loans it funds with which to buy inventory and for use 
as operating capital. The corporation can then use its 
earnings to pay its debts to the stockholder, precluding 
any possibility of dividends and double taxation for some 
time. How far this “thin corporation” setup can be pushed 
is a matter of much current speculation. 


If one corporation is good, would not two be better? 
Perhaps. Multiple corporations can give multiple first 
brackets, avoiding high brackets. They can also give mul- 
tiple problems. But if carefully formed, in natural business 
units, they can give real tax savings. 


The case of the Dr. P. Phillips Cooperative® is interest- 
ing in this regard. P. Phillips, his wife Della, and his son 
Howard owned all the stock, either directly or through 
corporations, of six corporations. These individuals and 
six corporations—nine taxable entities—formed a farm- 
ers cooperative, a type of organization possessing certain 
tax advantages. The cooperative is under fire by the Com- 
missioner of Internal Revenue, but not because of its close 
control. It is attacked only on the grounds that it extended 
its activities beyond those permitted to an exempt farmers’ 
cooperative. The multiple corporate family is apparently 
good. 


Timing. A third avenue of approach in the tax-reduc- 
tion field is that of timing income and deductions. Rates 
vary from year to year both through legislative action and 
because of the economic circumstances of the taxpaver. 
We are now apparently assured of lower income-tax rates 
in 1954 than we had in 1953. Assuming this as a fact and 
the only available fact, assured income over which we had 
timing control should have been delayed to 1954, and all 
possible deductions advanced to 1953. A farmer might 
well have placed his grain in warehouse storage, agreeing 
in 1953 to sell, if he desired to peg his price, at an agreed 
price in January 1954. An individual paying alimony 
might well have paid a couple of months in advance, plac- 
ing the deduction in a more advantageous year. 


A corporation subject to the excess-profits tax, making 
the top bracket of 82 per cent, might have been extra- 
gencrous to the Community Chest in 1953. Or, if the nor- 
mal charitable contributions of the corporation are $500 
yearly (making a net cost of $250 after an averag, tax 0. 
50 per cent), the corporation might have put $10,000 
into a charitable foundation. After 82 per cent tax, the 
1953 cash cost would be $1,800. If the foundation could 
earn 5 per cent on its $10,000 principal (it would not pay 
an income tax because it would be a charitable trust), the 
charitable contributions of $500 annually: are taken care 
of for all time at a present cost of $1,800. Timing is the 
reason. 


Taxability of profits on property sales may be spread 
over several years by properly arranging the transaction, 
thus avoiding the bunching of income in one year and the 
pushing of the tax to higher brackets. 

The importance of timing a deduction may be illus- 
trated by a local situation. A sawmill operator was sued 





6 Dr. R. Phillips Cooperative, Regulations 118, sec. 39.191-7, 17 
T.C. 1002. 





by his logger for lost profits and damages on account of 
breach of contract. On December 26, 1950 the court 
handed down findings of facts and conclusions of law, 
awarding the logger damages of some $22.000. The docu- 
ment closes with the phrase, “Let judgment be enicred 
accordingly.” Correspondence at the time indicates that 
both attorneys felt the case should end there. However. 
both exercised their rights to file objections, which were 
denied and judgment was entered in accordance with the 
original findings in February 1951. When did the lumber- 
man lose $22,000? Difference in his incomes between the 
two years made for a tax increase of $8.800 if the loss 
was in 1951. Here was uncontrollable timing. 

An Oregon hotel was sold as 12:30 a.m. on January 1, 
1953. Why that particular time? The seller was realizing 
a profit, and wanted no more in 1952. The buyer would be 
liable for property taxes due in November 1953, but could 
claim them as an income-tax deduction only if he owned 
the property at the time of assessment. Property-tax as- 
sessment is at 1:00 a.m., January 1. By placing the sale 
at 12:30, everyone was pleased. Fortunately the lawyers 
didn’t have daylight saving to contend with. 


One method of timing—or rather deferring—a tax is 
the formation of a fiscal-year partnership. A partnership 
pays no income tax, but reports its income and deductions 
and to whom the net income belongs. It may choose any 
fiscal year, as may any taxpayer making a first return. 
The partners report their share of the partnership income 


—whether withdrawn or not—on their next succeeding 
annual return. If a partnership begins July 1 and closes 
its year June 30, the partners being on a calendar-year 
basis, the partners will pay no tax in the first calendar 
year on the income of their partnership. It has not yet 
ended a year. Each calendar year has six months income 
deferred to the next for tax purposes. The continued use 
of these tax funds without interest may be valuable. As 
much as eleven months’ tax may be deferred by a partner- 
ship choosing a January 31 closing date. This may be ex- 
tended to twenty-one months on some income if the part- 
nership enters a fiscal-year venture with another taxpayer 
or partnership, and uses a February 28 fiscal year. 

The rigid enforcement of the revenue laws, and the im- 
portance of carrying out transactions at the proper time 





PORTLAND FOOD PRICES—JANUARY 1954 


The University of Oregon Bureau of Business Research, working 
with data collected by the United States Bureau of Labor Statistics, 
reports that, of 72 foods priced in Portland in mid-January 1954, 42 
were higher than in mid-December 1953, 15 were lower, and 15 were 





‘ —— In Cents =~ 

Average Change Jan. Range 

Jan.15 from Last -~—of Prices~ 
1954 Month High Low 


Commodity and Unit 


Cereats & Bakery Propucts: 
Cereals : 
Flour, wheat (5 lbs.) ~ 
Corn flakes (12 oz.) ~~. 
Corn meal (Ib.) 
Rice (lb.) aS 
Rolled oats (20 oz.) 
Biscuit mix (20 oz.) —..._.... 
Bakery products: 
Bread, white, per loaf (lb.) 
Vanilla cookies (7 oz.) 
Soda crackers (lb.)~ 
Meats, Pouttry «@ Fisu: 
Meats: 
Beef: 
Round steak (Ib.) 
Rib roast (lb.) 
Chuck roast (Ib.) 
Frankfurters (lb.) 
Hamburger (\b.) 
Veal: 
Cutlets (Ib.) 
Pork: 
Chops (Ib.).._.. 
Bacon, sliced (Ib.) 
Ham, whole (Ib.) 
Lunch. meat, canned (12 oz.) 
Lamb: 
Leg (Ib.) 
Poultry: 
Fryers, N.Y. dr. (Ib.) 
Fish: 
Salmon, canned (lb.) 
Salmon, fresh (lb.) 
Halibut, fresh (lb.) 
Tuna, canned (7 oz.) 
Dairy Propucts: 
Butter (Ib.) ; 
Cheese, Amer. proc. (Ib.) 
Milk: 
Fresh, delivered (qt.) 
Fresh, grocery (qt.) 
Evaporated (14'% oz. can) 
Ice cream (pt.) 
Eccs, Fresh (doz.) 
Fruits aNnD VECETAGLES: 
Frozen: 
Strawberries, s]. (12 oz.) 
Orange juice, conc. (6 oz.) 
Peas (12 oz.) 
Green beans (10 oz.) 
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unchanged. Pork prices were up—pork chops by 7.6 cents and bacon. 
7 cents. Fresh fruits and vegetables except potatoes were up, reflect- 
ing seasonal trends. Coffee was up nearly 3 cents; eggs and chicken 
fryers were down a little more than 3 cents. 








— In Cents ~ 
Average Change Jan. Range 
Jan.15 from Last -—of Prices~ 
Fruits @ Vecetastes (cont.): 1954 Month High Low 
Fresh: 
Apples (Ib.) _. sensenihdantenlaehetbeiinesnas 12.6 1 
Bananas (lb.) —........ a 19.5 1 
Oranges (size 200, doz.) ia aan 54.8 1.1 
Beans. green (lb.) a eee * = 
Cabbage (Ib.) _... FER ee ae See 6.2 Jl 
GS 12.4 2.0 
Lettuce (head) EE Ce ne 20.8 6.6 
SS 5.4 Jl 
Potatoes, white (15 lb.) 44.1 — 4.4 
Sweet potatoes (Ib.) >> 1.4 9 
NS "6 7.6 
AEE Eon ve 13.4 9 
Lemons —_..... a 19.0 1 
Grapefruit ES Ea SA EO 14.7 
Canned: 
Peaches (no. 2% can) einen lcaainaiiiilialis 29.9 
Pineapple (no. 2% can) ET De TD 36.5 
Orange juice (46 oz.) 39.4 
Fruit cocktail (no. 2% can)... 40.3 
Beans with pork (16 oz.) ea 
Corn, cream style (10. 303 can) — 
Tomatoes (no. 216 can) —..........-__...- 
Peas (no. 3u3 <an) 
Vevetable soup (11 oz.) en 
Baby foods (444-4 % oz.) —.....--...— —. 
Dried: 
Prunes (ib.) 
Navy beans (lb.) 


Beveraces: 
Coffee (lb.) . a a i 
8 aa 
Cola drink (6 bottles) —. 

Fats anv O1s: 

Lard (Ib.) 

Shortening, hydrog. (Ib.) 
Salad dressing (pt.) 
Margarine, colored (lb.) 
Peanut butter (Ib.) — 

Sucar ano Sweets: 

Sugar (5 lb.) ” 
Corn syrup (24 oz.) 
Grape jelly (12 oz. jar) 
Chocolate bar (1 oz.) 

MISCELLANEOUS: 

Gherkins, (714 oz.) 
Catsup (14 oz.) 
Gelatin dessert 


Commodity and Unit 

















* fosuthcient number of quotations to obtain a reliable average price 
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is illustrated by the case of Mansuss Realty Co., Inc.7 But 
first, a bit of background. The law does not permit certain 
deductions by an accrual-basis taxpayer if payable to a re- 
lated cash-basis taxpayer. unless actual payment is made 
within two and one-half months after the close of the year. 
It is a good rule—to prevent a company deducting interest 
or salary owing to a chief stockholder. who avoids tax by 
not taking payment. Another point to remember is that 
the Commissioner of Internal Revenue is presumed correct 
in the usual controversy, and the burden is on the taxpayer 
to prove him wrong. 

Jacob Sussman, president of Mansuss Realty Co., Inc., 
drew his last salary check pertaining to 1938 on March 16. 
1939, and it cleared the bank the same day. The company 
claimed the deduction as accrued in 1938. The Commis- 
sioner disallowed the deduction as not having been paid 
within the two and one-half month period. March has 
thirty-one days, the sixteenth being the middle day. When 
is two and one-half months after December 31? The com- 
pany went to tax court. The court heard the evidence, and 
reasoned that the two and one-half months ended at noon 
on March 16. There being no evidence submitted as to 
the time the check was issued, the action of the Com- 
missioner was presumed correct. Policing of timing would 
have saved $568.82. 

There is even some slight evidence that marriages and 
births are, to a small extent, timed for the greatest tax 
advantage.® 


Suggested Changes. Enough of tax reduction meth- 
ods. Interesting examples could be cited indefinitely. Tax 
positions are bought and sold, and advertised in business 
publications. Mergers of huge organizations are promoted 
largely for tax reasons. Municipalities have issued bonds 
to build facilities for private business because of tax ad- 
vantages. An important incentive to this sort of tax plan- 
ning is the fact that a dollar of taxes saved is a 100 per cent 
saving, while a dollar of costs saved raises the taxable 
income and thus results in a net saving considerably small- 
er than the cost reduction. 

Is all this right? Is this what the nation had in mind 
when it adopted the Sixteenth Amendment? I think not. 
I cannot believe that business organizations should be 
forced into such maneuvers in the tax field. There is 
plenty of opportunity for management in the production 
and distribution of goods and services, without adding 
tax problems to the factors to 'e considered in making 
each decision. Certain changes in our tax laws might be 
desirable: 


(1) Eliminate capital-gain treatment on the sale of de- 
preciable items. It is unreasonable to charge against fully 
taxable income the cost of a printing press or a dairy cow, 
and then sell it at profit and pay a half tax. 


(2) Tax the family as a unit—husband, wife. and minor 
children. A great deal of generosity in placing values in 
the names of children would disappear if there were no 
tax saving. We live as families. we encourage family life. 
Let’s pay taxes as families. After a child reaches his ma- 
jority or is emancipated either by marriage or by other 
factual situation such as entering military service, his 
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7 Mansuss Realty Co.. Inc., | T.C. 932. 
8 Russell S. Bock, “Should We Change Our Method of Taxing the 
Family?”, Journal of Accountancy, Oct. 1952, p. 430. 
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income should be taxed to him. Until then, let his income 
be part of the family income. 


(3) There should be no income tax on corporations. 
A corporation is a group of individuals, and that is where 
the tax should fall—on the individuals. according to their 
proportionate ownership of the corporation and the mar- 
ginal tax rate to which they are subject. Should the tax 
be lighter on a man whose total income is $50,000 annually, 
simply because he operates as a corporation and pays 
himself a salary? It is considerably lighter than if he 
operates as a single proprietor. But why should it be? 
Economically. it is the individual’s fortune that is being 
augmented. Why should an investor's income be taxed 
once at corporate rates when earned, then again at his 
individual rate when received as a dividend? Why should 
a small investor, whose top bracket is 25 per cent, pay 
from 50 to 82 per cent on that part of his true income 
which is his share of his corporation’s earnings? And why 
should an individual with a large income be able to stay 
in low brackets for part of it by dividing his holdings into 
several small corporations? All income should be taxed 
to the family enjoying the income, without regard to in- 
tervention of other entities between the individual and 
his income. After all, the individual indirectly controls 
the corporation in which he owns stock and determines 
what it does with his income. 


(4) There should be a system of averaging income 
between years. A taxpayer with a widely fluctuating in- 
come pays a much larger tax over a period of years than 
does one with the same total income received on a uniform 
basis. Is the lumberman more able to pay a high tax 
because a judgment against him was signed in February 
rather than December? Are we really basing the tax on 
ability to pay? The McKenzie River flooded badly on 
December 31, 1942 and January 1, 1943. The year of the 
damage became a heated argument in some tax situations, 
yet no one suffered any greater or less damage because of 
the change of the calendar at midnight—but some paid 
widely different taxes because of that change. We have 
devised a system of net-loss carry-overs and carry-backs, 
so that a net loss of one year may be deducted in another 
year. Cannot we devise a system of low-year carry-overs 
and carry-backs? Several svstems of averaging income 
have been published. Australia uses such a system. We 
should as‘opt a reasonable averaging plan. 


One word of caution in conclusion. The reader should 
not gain the impression that all a taxpayer has to do is 
sign a few papers to substantially reduce his taxes, or that 
people with large incomes pay very little in taxes. This 
is not the case. Tax planning is an extensive, important, 
necessary activity, and should not be overlooked by any 
taxpayer. But it cannot eliminate heavy taxes. It requires 
the best legal work obtainable, and it requires constant 
adjustment to changing circumstances, both legal and in 
the taxpayer's individual situation. 

It must be remembered that the arrangement of trans- 
actions to produce a tax benefit often involves a material 
alteration in economic position and legal rights. This may 
produce disadvantages which more than offset the tax 
benefits gained. Tax planning thus should not be engaged 
in for its own sake, but only in connection with good 
business purposes, : 





CURRENT BUSINESS TRENDS IN OREGON 


Employment. The most recent unemployment data available 
from the Oregon State Unemployment Commission at the time of 
writing relate to the last week in December 1953. The rate of unem- 
ployment among insured workers was the highest in lumber areas: 
in some areas as much as 80 per cent of the people without work 
were from the lumber industry. The unemployment rate was 27.5 per 
cent in Josephine County, 27.4 per cent in Yamhill, 25 per cent in 
Clatsop, but only 6.9 per cent in Multnomah. 


On December 15, nonagricultural employment was estimated by 
the State Unemployment Compensation Commission to have been 
458,800. This was 7,100 less than at the same time in 1952, but 18,000 
higher than the low point of last winter. 


Lumber. Douglas-fir lumber production in the Pacific Northwest 
for December 1953 declined seasonally from November, and was also 
6 per cent lower than in December 1952. For the week ended Jan- 
uary 9, 1954, production was 11 per cent below the corresponding 
week a year ago. The most recent figures of the West Coast Lumber- 
men’s Association give an indication of the present position of the 
industry (all figures in thousands of feet, board measure) : 


Dec. 1953 
165,632 

173,563 

166,473 

seine 749,626 
ee 1,046,570 


Nov. 1953 
182,824 
179,214 
178,768 
717,009 

1,050,439 


Dec. 1952 
179,438 
181,257 
168,578 
820.145 
997 619 


Average weekly production 
Average weekly orders 

Average weekly shipments 
Unfilled orders, end of month 
Lumber inventory, end of month 


Department-Store Sales. Sales of Portland department stores 
were lower for the first part of January 1954 than for the correspond- 


ing period in 1953. This decline was in contrast with experience in 
many cities and the United States generally. The percentage changes 
in the value of sales compared with corresponding periods a year ago 
are shown below: 


Week Ending 
Jan. 9, 1954 


4 Weeks Ending 
Jan. 9, 1953 

Portland , 

BD SD cccuneencemenes 

San Francisco-Oakland —.... 

Seattle 

Tacoma 

United States . 
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Multnomah County Real-Estate Transactions. During De- 
cember 1953 there were 1,013 real-estate transactions amounting to 
$8,753,279 in Multnomah County. Of these 757 involved residences, 
the sales price of which was $6,906,701; 214 were vacant properties, 
$465,953; and 42 were business properties, $1,380,625. Additional 
figures are: 

Dec. 1953 Nov. 1953 Dec. 1952 


I MA TD ceirerniitiaeealintiieiemiaiaeen 1,013 1,018 1,261 
Value of sales ————— $8,028,143 $10,711,906 


i oF 5 ere 924 893 1,052 
. $6,913,385 
5 


Amount loaned 

Number of sheriff's deeds 
Amount of sherift’s deeds 
Average residential sales price 


$7 854,443 
5 

$32,132 
$8,976 


$6,542,711 
5 


$31,250 
$9,124 


$15,853 
$8,757 


Cash Farm Income. During October 1953 Oregon farmers re- 
ceived as cash income from their marketing operations $16,163,000. 
This compares with $16,578,000 received in September 1953 and 
$18,878,000 in October 1952. 


BANK DEBITS 


Bank debits represent the dollar value of the checks drawn against individual deposits. Payment for approximately 90 per cent of all goods, property, and services is by 
check. Bank debits are regarded as indicators of the general trend of business, though their value for this purpose may be impaired by substantial changes in the level of 
prices. The Bureau of Business Research collects bank deposits from 124 banks and branches monthly. On occasion, the totals for the same month in different issues of the 
Oregon Business Review are not directly comparable because of necessary adjustments in basic data. 


Marketing Districts - 


ES: ey NN een Tea 

Portland (Portland, Hillsboro, Oregon City, etc.) eo 
Lower Willamette Valley (Salem, Mc Minnville, etc.) —..00. 
Upper Willamette Valley (Albany, Corvallis, Eugene) 

North Oregon Coast ( Astoria, Tillamook, etc.) ~~... 
Douglas, Coos, Curry counties nad 
Southern Oregon (Ashland, Medford, Grants Pass) 

Upper Columbia River (The Dalles, Hood River, ete.) 
Pendleton area... mes ae are 
Central Oregon (Bend, Prineville, Redmond) 

Klamath Falls, Lakeview area 

Baker, La Grande area 

Burns, Ontario, Nyssa 





Number of 
Banks Debits 
Renorting Dec. 1953 
117 $1,292,521 ,689 
33 808,396,022 
15 110,534,032 
16 114,216,879 


Debits 
Now. 1953 
$1,187,580,041 
725,450,820 
98,809,231 
105,004,241 


Debits 
Dec. 1952 
$1,368,080,541 
859,571,482 
96,879,219 
122,971,013 


Dec. 1953 Compared with 
Nov. 1953 Dec. 1952 
+ 8.8 — 5.5 
+11.4 — 6.0 
+11.9 +11.4 
+ 8.8 — 7.9. 


22,841,168 
44,081,730 
53,373,861 
24,067 ,593 
24,027 ,888 
24,222,589 
28,963,375 
16,744,586 
21,042,966 


22,946,762 
39,209,804 
$9,607,155 
23,375,904 
29,388 ,876 
23,225,745 
31,556,837 
19,100,908 
19,903,758 


26,839,366 
48,148,665 
61,218,162 
26,807 ,768 
26,820,189 
25,333,699 
32,650,129 
18,791,345 
22,049,504 


— a 
+12.4 
+ 7.6 
+ 3.0 
—18.2 
+ 4.3 
— 8.3 
—12.3- 
+ §.7 


—14.9 
— 8.5 
—12.8 
—10.2 
—10.4 
— 4.4 
—I11.4 
—10.9 
— 4.6 


BUILDING PERMITS 


Building permits give an indication of building operations planned rather than actual construction under way. Care must be taken, in interpreting these data, to allow 
for the lag which may elapse between the issuance of the permit and the beginning of actual construction. The data have been collected by the Bureau of Business Research. 


Additions, 
New New Non- Alterations 
Residential Residential & Repairs T otals T otals Totals 


Dec. 1953 Dec. 1953 Dec. 1953 Dec. 1953 Nov. 1953 Dec. 1952 


Albany a a i —-e 7,000 $ 1,000 $ 4,100 $ 12,400 $ 38,500 $ 28,100 
Astoria SER ee OR EE ee Se _— ieee 500 4,015 4,545 29,232 22,850 
ELLE Saree nee ieee 14,900 1,800 16,700 2,650 5,900 
Bend .. 8.500 10,500 14,181 33,181 62,955 55,905 
Coos Bay a tliat REE Te 8,000 oieliiian 53,725 61,725 33,485 509,100 
Corvallis... ae eR ee Te ee ae 27,000 900 4,050 31,950 41,043 69,150 
ES 38,500 78,200 69,761 186,461 150,525 126,890 
Forest Grove... 11,500 175 2,200 13,875 18,725 38,535 
Grants Pass _._.....___. 86,450 11,000 99,835 77,175 163,750 
I i ait 9,000 9,000 64,112 13,475 
SE a a ET 8,000 125 8,425 15,750 4.545 
ELE a ee ee ee 49,000 1,720 17,767 68,487 138,045 93,869 
I ee I TT EE a eT EE Se 26,000 2,200 28,200 28,000 10,685 
RE ee LL ee a ne Cn ae me 6,600 2,373 9,213 16,872 24,300 
ITI Tienda nian teagan intbippcinipnttentaneieniatetenenadinonabtte unieenaiae 930 2,500 3,430 45,800 29,300 
a 11,500 700 3,900 16,100 32,387 101,000 


























Portland 

Roseburg ...... 

Salem a ea ae 
Springheld___.._____. 

21 other communities 


141,150 
27,000 
140,600 
18,000 
101,350 


$1,716,150 


$1,311,716 


1,011,310 
38,000 
37 850 
16,000 
66,100 


568,075 
15,055 
90,590 
10,350 
47,428 


$ 934,525 


2,720,535 
80,055 
269,010 
74,350 
214,878 


$3,962,385 


3,034,160 
54,205 
905,016 
59,400 
363,477 


$5,211,514 


409,775 
42.165 
124,584 
177,785 
194,690 


$4,216,353 


Oregon Business Review 





